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EXECUTIVE SUMMARY 


At the request of the Project Manger, Robert Machuca, an interim review was completed by 
Los Angeles County Metropolitan Transportation Authority (Metro) Management Audit 
Services (Management Audit) for the Improvement Program (TIP) call for Memorandum of 
Understanding (MOU) P0008354. This MOU is with State of California, Department of 
Transportation (Caltrans) for Right-of-Way Acquisition and Construction of High Occupancy 
Vehicle (HOV) and auxiliary lane on Southbound Interstate 405 from Waterford Street to 
Interstate 10. 

The estimated total project cost of the MOU is $50,023,000. The scope of this review is 
limited to the Construction portion of the MOU . The estimated total project cost for the 
Construction Capital component of the MOU is $36,900,000, which is comprised of 
$9,648,000 or 26.1 percent of Prop C 25 percent, and $27,252,000 or 73.9 percent of Grant 
Anticipation Revenue Vehicle (GARVEE) Bonds. This review is based on the original MOU 
and amendment one which were in effect during the period of this review. 

The total project cost 0[$32,157,542 was incurred from inception of the MOU to July 27. 
2007. We did not question any of the incurred project cost. The allowable project cost is 
$32,157,542. Metro's share is $8,393,118, or 26.1 percent. Caltrans was reimbursed 
$7,937,881 and no retention was withheld. Therefore, the remaining balance on this MOU 
is $1,710,119 ($9,648,000 - $7,937,881). Caltrans under-ran the project cost by $455,237 
($8,393,118 - $7,937,881). 

During our review we found that Cal trans unilateraUy decreased the Prop C 25 percent 
funding requirement in their billings to 24.9 percent and did not use the 26.1 percent as 
required by the MOU. This caused Caltrans to under-run the project cost by $455,237. 
Caltrans' representative advised us that the construction bid cost was lower than originally 
forecasted (see "Results of Review" section of tbis report) creating the need to lower the Prop 
C 25 percent funds allocation percentage. Ca1trans did not comply with the MOU terms for 
changing the allocation percentage. The MOU terms requires written agreement between 
both parties. We were advised that Metro's Project Manager is currently coordinating with 
Caltrans' Project Manager to amend the MOU to reflect the reduction in the Prop C 25 
percent allocation. 

INTRODUCTION 


Background 

This MOU is between the Caltrans and Metro. The objective of the project is Right-or-Way 
Acquisition and Construction of the Southbound Interstate 405 HOV and an auxiliary lane 
from Waterford Street to Interstate 10. The project will alleviate recurrjng congestion at this 
location and minimize excessive weaving and merging traffic through this segment of 
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INTRODUCTION 

Interstate 405. The total estimated project cost is $50,023,000 and Metro's share is 

$9,648,000. The MOU commenced on June 30, 2004 and lapsing on June 30,2009. 


Objectives 


The audit objectives were to: 


• 	 Determine the allowability, allocability and reasonableness of the incurred cost. 

• 	 Determine whether costs incurred and billed were allowable under relevant cost 
standards and in compliance with the specific general terms of the MOU and project 
management guidelines. 

• 	 Determine whether costs incurred were properly and accurately charged to the MOU, 
were reasonable in amount, and were supported by documented evidence. 

• 	 Determine whether costs were properly recorded for reimbursement purposes and 
that reimbursements were received by Caltrans and the Metro's accounting records 
properly reflect these transactions. 

• 	 Determine whether invoices were submi ttcd within the lapsing date and within the 
period for which the funds were programmed. 

The scope of this review is limited to the Construction portion of the MOU. We reviewed 
the amount invoiced by the Caltrans for costs incurred in the performance of the MOU. The 
invoices were submitted between August S, 2005 and August I, 2007. We also reviewed the 
amounts paid to Caltrans as ofAugust 27, 2007. 

We conducted this attestation review in accordance with Cenerally Accepted Government 
Auditing Standards. Those standards require that we plan and perform the review to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our review objectives. We believe that the evidence obtained provides 
a reasonable basis for our findings and conclusions based on our review objectives. We used 
the cost principles contained in the Federal Acquisition Regulation (FAR) Subparts 30 and 
31, and the MOU Provisions to evaluate and analyze the incurred cost. 

The cost claimed is the responsibility of Cal trans. Our responsibility is to express a 
conclusion based on the review. The review report is intended solely for the use of 
management and should not be used for any other purpose without first consulting 
Management Audit. 
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INTRODUCTION 

Methodology 

We selected invoices submitted by Cal trans and traced various costs included on the invoices 
to supporting documentation such as vendor's invoices. We reviewed the costs for 
allowability in accordance with applicable cost standards and compliance with the terms and 
conditions of the MOU. We also reviewed accounting and grant records to determine if the 
amounts claimed for reimbursement, as represented by the invoices submitted by Caltrans, 
were actually paid. 

RESULTS 

Conclusion 

Project Cost 

The total aJlowabJe project cost incurred by Caltrans was $32,157,542 for the period under 
review. Our share in Prop C 25 percent funds is $8,393,118, or 26.1 percent. Caltrans was 
reimbursed $7,937,881 of the $9,648,000 programmed Prop C 25 percent funds and to date 
no retention was withheld. The remaining balance on this MOU is $1,710,119 ($9,648,000­
$7,937,881) as of August 27, 2007. We will determine final balance of the MOU when we 
perform close-out review. 

Compliance with MOD Terms 

During the period under review, Caltrans has under-run the project cost by $455,237 
($7,937,881 - $8,393,118). We were advised by Caltrans that the estimated construction cost 
for this project was lower than originally anticipated. Therefore, Caltrans unilaterally revised 
the MOU funding allocation by reducing the project cost from $36,900,000 to $36,310,000 
without written agreement from our Project Manager. Since GARVEE bonds fund can nol 
be reduced, Caltrans reduced the Prop C fund from $9,648,000 to $9,058,000 reducing the 
allocation percentage for Prop C from 26.1 to 24.9 percent resulting in funds that may be 
eligible for reprogramming to other projects. See appendix for detailed result of review. 

Section 11.1 of Part II - General Terms of the Funding Agreement (FA), of the MOU states. 
"This FA, and its Attachments and the .reference Guidejines, constitute the entire 
understanding between the parties with respect to the Project and the Funds. The FA shall 
not be amended nor anyprovisions or breach hereofwaived, except in writing signed by the 
pames." Callrans is not in compliance with the MOU terms and conditions. 
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RESULTS 

Recommenda tion 

We recommend that Caltrans comply with the terms of the MOU and obtain mutual 
agreement in writing with Metro in regards to any changes to the funding allocation. We 
also recommend that a dose out review be conducted as early as possible to confirm whether 
there is a Prop C fund balance remaining on this project that is eligible for reprogramming 
to other projects. 

Management Response 

Metro Project Manager concurred with the results and recommendalions of the audit. 

Caltrans' Response: 

In Caltrans' letter dated November 7, 2008, Cal trans disagreed with the recommendation to 
obtain mutual agreement in writing in regards to any changes to the funding allocation. 
Caltrans' response stated that, "Caltrans reduced the project costs because the lowest bidder 
for construction was less than the programmed amount. Whenever there is a small savings 
on the contract, Caltrans is not required to go back to the Cahfornia Transportation 
Commjssion for approval or to renegotiate the MOU. "Please see Appendix B [or the letter. 

Auditors' Rejoinder: 

We disagree with Caltrans' explanation. The General Terms of the MOU states that any 
changes to the Funding Agreement (FA) shall not be amended without written agreement 
signed by both parties. Cal trans unilaterally decreased funding allocation percentage for 
Prop C 25 percent fund for this M 0 U. 

Rent and Telephone Expenses 

Caltrans does not have an allocation plan to allocate rent and telephone expenses incurred by 
the Resident Engineer's (RE) office to fairly allocate these costs for projects sharing the same 
project field office. The current practice is to arbitrarily charge rent and telephone expenses 
by randomly selecting projects to charge through out the fiscal years. There is no matching 
of these expenses to applicable projects in an objective and reasonable manner . 

Contract Term Part II, section 5.2 of this MOU stated that Metro shall used applicable 
Federal Acguisition Regulations (FAR) in detennining the reasonableness of project costs 
incurred. FAR Subpart 31.201-4, Determining allocability, states, itA cost is aJJocable lEit is 
assignable or chargeable to one or more cost objectives on the basis ofrc!.ttive benefits 
received or other equitable relationship. Subject to the foregoing, a cost is allocable to a 
Covefl1menf contract jfit-(b) Benefits both the cont.ract and other work and can be 
distributed to them in reason:Jble proportion to the benefits received. .. " 
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RESULTS 

Caltrans did not allocate these expenses to the MOU on the basis the benefit received by the 
applicable project. We believe by not having a proper allocation plan, rent and telephone 
expense for this project could result in over bill1ng of project expense to Metro . 
For this MOU, the cost associated with the project is considered immaterial. However, we 
believe it should be noted in the event future cost becomes significant. 

Recommenda tion 

We recommend that Caltrans establish an allocation plan to aUocate office and telephone 
expenses to the consLruction projects based on a beneficial and causal relationship. 

Management Response 

Metro Project Manager concurred with the results and recommendations of the audit. 

Caltrans'Response: 

In Caltrans' letter dated November 7,2008, Caltrans agreed with our recommendation and 
stated that, /I Caltrans will consider d method that will charge these eypenses to the on-going 
projects in a fair and objective manner." Please see Appendix B for the letter. 

Cellular Phone Expense 

During our review, we found that Caltrans does not have a formal policy and procedures in 
place to document personal phone calls on phones provided to Caltrans' field personnel. We 
believe it's essential to monitor and document personal cellular phone usage to capture true 
monthly usage on official business related to the project. By not having procedure in place 
to take out the cost associated with these personal calls, it could result in over-billing project 
expenses to us . 

The other terms and conditions under Section 11.6 of this MOU states, U STATE sha}j 
comply with and ensure that work performed under this FA is done in compliance with this 
FA, CAAP, aJ/ applicable provisions offederal and state laws, statutes, rules, regulations and 
procedural requirements, induding the Federal Acquisition Regulations (FAR). JJ Lack of 
substantiation on cellular phone usage by employees is in noncompliance with Internal 
Revenue Code (IRq. IRC §274(d)(4) states, "No deduction or credit Shdll be allowed. .., with 
respect to any listed property, unless the taxpayer substantiates by adequate records or by 
sufficienf evidence corroborating the taxpayer's own statement" Due to immateriality of 
this cost component in comparison to the total construction cost we did not calculate the 
financial impact to this MOU. 
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RESULTS 

Recommenda tio n 

We recommend that Caltrans establish a procedure in capturing official business related 
cellular phone cost to their construction projects. 

Management Response 

Metro Project Manager concurred with the results and recommendations of the audit. 

Caltrans' Response: 

In Caltrans' letter dated November 7, 2008, Caltrans disagreed with the recommendation. 
Caltrans' response states, "usage ofcell phones pro Vlded by the State is strictly lor State 
business only. Therefore, Ca]trans docs nothave or needprocedures for requiring 
employees to document pusona]phone calls. "Please see Appendix B for the letter. 

Auditors' Rejoinder: 

We disagree with Cal trans' explanation. In follow up with Caltrans Audit and Investigation 
personnel we were advised that there has been no internal review conducted on employees' 
cellular phone usage. We recommend Caltrans conduct an internal review on employee 
cellular phone usages . We believe it could impact the determina tion of project cost in the 
event future cost becomes significant. 

rulh( holden 

fn nc,·II I tJ~.l l lOOS 


Ruthe Holden 
Chief Auditor 
December 2008 

Audit Team: 
Rey Alimoren 
Andrew Lin 
Kathy Knox 
Ruth Holden 
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APPENDIX A 


Budgeted Percent Total Project Audited Overt 

Description Costs n Cost Per PCS Project Cost Payments Under)-run 

a b c d d-c 

MTA ProQrammcd Funds 

Construction 

Prop C 25 Percen $ 9,648,000 26.\% $ R,393 , 118 $ 8,393, \ 18 $7 ,937J~81 $(455.237) 

GARVEE Bonds 27,152,000 73.9% 23,764,424 23 ,764,424 

Total $ 36,900,000 100.0% S 32,157,542 S 32,157,542 $ 7,937,881 $ (455,237) 

Remaining Balance (0 - d) $1,710,119 
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AU !)ITS AN [) rNVES TI GAnONS 
I }1)4 0 $TII.r:;:r , surTE 2()(1 
I' (] !lOX 942&JJ - MS 2 
SACRAMF.,NHJ. C' A <)~~74-(I()OI Flu Y(!JlT powt't ' 

rllo~t (qlb ) }2}-J11) H,.- """'10 rl!'rt"J./ltl' 

, ,\X (916) J n712J 
TTY 7 11 

November 7,2008 

Robert Machuca, Project Manfl~cr 


Los Ang~les County Metropolitan Transronation Authority 

One Gate ....-ay I'la7.a (MS 99-22-2) 

Lus Angeles, CA 90012·2952 


Dear Mr, M3chuca: 

Thank you for Ihe opponunit}' to respond to Ihe dratl audit report 011 rhe interim audit 
perfomu:d on MClllor<lndum of Understanding (MOU) P0008JS4 bet\l.·ccn the Los Angeles 
County MClropoiito.n T«lnsportalion AuthorilY (Mctro) and lilc California Departmcnt of 
Transpurtation (Caltraos). The purpose of this MOU "'.35 for Right-of- Way AC<]uisition and 
Construction ()f the High Occupancy Yehicle (HOY) Au.xiliary Lane on SOUlhbound 
lntcrstalc 405 from Waterford Str~et to lnterst;)tc 10. 

The purvo~c of the interim audil wa~ La delerrnin~ the al\owabjiity, allocability, :!Od 
reasDn.abJcncss of the incurred COi;IS for the period of August 5, 2005, through August 27, 2008 , 
The SCOpl: of t!\lS review was limiloo to the construcliM pori ion of Ihe MOU , The t:sl imated 
lotal project cost for the CO)lSlruction component of lhe MOU is :t)6,9{)O,OOQ. 

The allditoTS conclud.:d thatloU!1 project costs ofS32,I 57,542 were incurred from inception of 
the MOO 10 lul:-- 27, 2007, :.end an:: not qucslioning ally of the incurred project toStS. However, 
the audllor~ found the following; 

I. 	 Cilltrnns unilaterally r~viscd Ihe MOU funding allocation by reducing the project costs 
from $36,900,000 to $36.3 t0,000 bc:causc th~ construction cost was lower th:ln 
originallyanticipMcd, 

2, 	 Caltram does nOI have an alloclItion pl~n to allocate rent and te lephone cx:pt:nsc::s 
incurr(d hy the Rc~idcnt Engineer' s (RE) office to J..,irly allocate these costS for 
projC(;1S sharing Ihe same project Ctcld office , 

3, 	 Cal!ran$ does not havc a formal poliCy and procedures in place to document ptl"Sonal 
phollc calls on phones provided 10 Caltnms' field personnel. 

The a\lditor.; are rccomm~llding I.hOI a close,out review be conducted as cDrly as possible to 
determine whether any monc), is eligible for rcpmsrarnming 10 uther PMjCc(S , In addition, the 

auditors have specific ~ommendarions \0 address the issues lislcd above . 
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Raben Machuca, Project Manager 

November 7. 2008 

Pag<;: 2 

Cal trans <lgrecs (hat a close-oul review be conducred .as early <15 possible occause it would Ix: 
beneficial to both panics. In addition, Cahrans has the 101l0\\01ng rcspon~'es to th<.: i$~:;uc$ 

identified: 

I. 	 Cahrans reduced the project costs bcc<luse the lowest bidda for con~truction was less 
than the programmed. amount. Whenever then: is a small sa\!i.ng..~ on the contract, 
Calrrans is not requir~ to go back to the Califomia Transportation Commis.sion for 
approval or to renegotiate the MOU. 

2. 	 C:ahran~ has been consistent in rotaling expenses for rent ami telephone C.xJXn~CS 
among all the projects being managed out of thc same RE office. Although the amount 
is minimol, wmpared to the IOLaI project costs, Cahrans w;1I consider a mcthod that 
will eharge these expenses to the on-going projects in a fuir 8nd objective manner 

3. 	 U5"ge of cell phones provid~ by tile Slale is strictly for SUItt: busincss only. Therefore, 
CaltrMls docs not have or need procedures for requiring employees 10 document 
personal phone culls. 

For a complete response 10 the recommendations. please see the attachment. Caltrans 
appreciates the opponunity to respond to the drall repon. If you have any questions. or require 
additional infonnation, please contact U\urinc l1oh<lnlcra. Chief, Internal Audits, lit 
(916) 323-7107, or Juanita Baier, Audit Supcrvisor, 31 (916) 323·7951_ 

~L~~r 
Deruty Director 

Audits and Investigations 


Attachment 

c· 	 Ruthe Holden, Chief Audilor, Metro 

Kathy Knox, Supervising Auditor, Metro 

Tad Teferi, l)eputy District 7 Director, Program &. Project Manogement 

Clark Paulsen, Chief- Division of Aeeowlling 
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Attachment 
_').l~~': ... I l. :3h!. 1('1IQ 

In: r .\Jlnll: 'l Ot TR ':-',POR 1 ,HIO' 

Memorandum rl",J,. )..,101' I"""",! 

8'( ~,,~rlJ ,.ffir,',,,,.' 

To: 	 GERALD A LO\G D.,., November 3,2008 
Dl:puly Dircl'lllr 

Audits and lm'csligatiol):' 

J.'rom: 	 TADTEFF . ul{~ 
District 7 ~~~ty gireclor 
Progral (pr~lrt Manilgtllll!nl 

SubJ<'<t: 	Lo.. Angde, County i'\'lcIT"pt,litall TranSp()t1~li(jn ConslrudillT) ofHOV Auxilinry Lane on 
Southbound H()5 \I.':lIcrt'Md StrecI lU I-II) - ~101.' rOOOS~5-1 EA 07.19590-1 

The Los Angdc~ County Melropolitan Tran,;ponalilln AgcII(Y (Mct!'0) audil idL"1Hific5 following 
CaltrilJl5 que,ainna!"lk undcl1~kin.s: 

Audit Finding: "Caltr:lns unilatcrall~ rc\jscn the I\IOU funding alloc:!tion hy rcducing 
the proj~ct cost fr()111 S.16,900,OOO (0 $:\6,.110,nOO wilttout wril!!:n agreemeDt from our 
Project \hnaJ,tcr" 

The loweSI blJder WiJS Ics~ lilJn lhc MOL: amount (prll~runun~-d am,llInl) which rL~ullcd in a 
~ving of t.:apiloJ COSI. The Department i._ nill rc:quir.:d 1<' h" back to eTC or renegotiale the MOll 
whcnc\'cr fhere i, J ,"1:111 >~\'ing on Ihc conii ~I:!. 

The :Judit finding r~fcren~'c to s~Xllon 11.1 of P:lrl /I - (,m..-ral Teml~ of Ihe' Fmancial :\gJ C<:lllcnl 
(FA), .. ThiS FA.•md ils AlI()chm(,n1S alld the l'1"f(:rc}}«' GII/de/illes. con.nillil" ,Ill' eJlilrc 

1IJ1I1er.\-/Q/ldill!: !J('/,.\','I"II Ij,C portiel' lI'IIh )'('S!,(,CI iO Ih.· Pr"jr(! olld IllL' "'wld~, thc FA shall nor 

be om"fldcd, /lvr 1lI1l' PiD\·i.~ilJlIS or b",'()ch h,'rc',,/ "" i ' cd. l".I'crp' in " 'l'Ililll? SII<J1cd b.l· lire 

parlies," has not been \'iot;J1Cd. The rnlen(i{'n (\flhl~ ,t.:~li"n IS bOlh pal1ic~ h3\<'IO approve 
ch;lngc~ th~( Jf<' be~'l)nd Ihe ."i).:in,11 score of Ihe MOLl, cilh..:r Ifl lerm of project ,ost or schedu1c, 
The proJecl CO"t in tht .s ca~c was entirel y wilhin lhe prog.J J.lllnled an)Ounl, thus It should n(lt 
require an adjusnnenl 10 MOU in WntJng. 
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• 	 Audit F'jndin~: "Caltrans docs not hs'l' an ~1I0CaliQn plan 10 alioclI(e rent :and 
telephone e~pl'nses ineurre.d b~ (he Rc~idl'nt Engineer 's (RF.J office to falrl~' alloclitl" 
fh e~l" COS(~ for pr()jc-cts shuing thc- same proje(."{ field o ffit 1". ~. 

Audit Recommendation " ... tha( Cal(rall~ cHanlish :/n allocation plan to allocate office 
and (cl<'phone expensc5 to the construction project< I)ased on a bcncfici4l1 and causal 
relationship. 

DistriL" 7 COll;ll1JC(jnn Ol1icc h.1S b~cn u~ing a SImplIfied hUI Iran~paren l pn)CL":;S III al locDle 
office rent ~nJ tt:kphC\ne expcns\: 1\) on-g,)ing projL"c1S al each c.'n'lrUCII,)n field Mlicc. As the 
nfTIcc T\:J)1 and phon\: c'\J1cnSc ~ "T,' "CT')' slll~1I ill o'lllpnn,()n \),'ith pr()j l.'(1 C,)~t . the charging is 
done hy rotallng the inw,iccs fllonthly ~nt(Jng \)n·~olng. projecls. 
Distnci 7 Con;lruet inn OtTicc IS currcnlly \\orking on <1 more cllfl\prchcn~ivc prog.oun (0 

calculate 1)1);cc und It'h.:phone c., rlCnS6 ill onkr h' pr,'poninnally dislrii'luIC Ihel\) 10 on· gOing 

pn'Jects bas.:d on project ~iz c , C() ~I :lJlJ limes ;1'CI\I h~ wPJX'rtin!; ,I~ ft'~ The new program will 
n,ea~url' and di~tribulc all ()f)icc c:<pensc.< mOTe f<Jirly ~nd ohleCII\' el~ amofl.!; pro)(;CIS managed al 
each conslrucli,'n (I(~Ju ofJicc. The ne\\' prl'gr~1l1 i., Cxp..·ctea 10 b,' impkmL'nted in ncar future. 

• 	 Audit Findin~: -Caltrsns do('~ not ha\'C' a (ormal policy and prorlXlurC's in place to 
do~unl('nt pc-nollsl phone calls on phonn prO\'ided 10 Caltr:ms ' field personnel"'. 
Audir rcC'onlmendatioD .. ... thal Cliitran~ cH~blish a proc,'durc in capturing official 
hu~incss rl'llilcd ccllul:lr phone cosl 10 thdr conslruction projects.: 

Cailfa!)S poilcy for u:>ag.:: o( cell ph0ncs pro~idcd b} Ihe SIJIC IS siriclly for WIle bUSiness. 
Conslruclion slnn~ ~rc not ?oll",, !;(] hl usc stale ph ,'nc~ for personal LN: . 

As mall~'r (If Inc!. Calrran,; cUn c'l1lly ha~ n0 l'()llIpr.:hcn~1\ c pnl!;,'Ta", ill plllLC to fa irly and 
syslcmalically illk·GIIC 1:..:11 phlmc .:xp.:nsc,;; 10 nn-gomg ~'(lnSI\1Jction PT\\jL'CtS. 1 he cell ph('lnc 
expcnse and u,agc hn\'c J\c~cr1h~'kss been I'r()[X'rly adminislcrCiI as the c,'SI 0f cell phones issued 
10 conslrucllon st llff~ arc; mainly bJ~cd ,'n Ct\nIJJct~ wllh ..... ireles,; service prClvider lhat has scI up 
in ad\'ance th~' i()tal air limes J\'ailabl.: m th~ rl~n as "bask,'I " eM CJ..:h spCL'ilic group OfUSCfS . 

Sh('luld you have any qu..:, tions regardmg this rCSpOIl$c, plc;l~C enntac! Edward Andraos at (213) 
897-7722 or Albcno AngelIni at (2U) 8<)7·02(1?;. 

cc : Juanita fhlcr . A& I 
l.aurinC' Boh:lIllcra , A&: I 
Willia lll LeWIS. Ch:c i'. Ac(.'ounl~ R.::cel\ahlc Branl:l\. DofA 
Judy Armslrong. Chief. R.:imbuf'e11lc;nI Section, !)olA 
Gloria Madril. , DI~lnct 7 RClmbur~,~me(lt ACc()untanl. D,\(A 

C'md}' \Vu . DI~lriCI 7 Reimhursemen( A':C(lUlllanl. DurA 
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